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AUSTRALIAN SENATE 

SELECT COMMITTEE ON SUPERANNUATION 

MEDIA RELEASE 
INQUIRY INTO SUPERANNUATION AND STANDARDS OF LIVING 

IN RETIREMENT 

Today the Chair of the Senate Select Committee on Superannuation, Senator John Watson 
(Liberal, Tasmania) presented the Committee’s report on superannuation and standards of 
living in retirement.  
 
Senator Watson said: ‘This has been one of the broadest inquiries yet undertaken by the 
Committee, canvassing as it does the issues relating to the adequacy of superannuation, under 
the present taxation regime, and how the super system relates to social security measures.’ 
 
The Committee found that: 
• The available evidence demonstrates that the current arrangements for superannuation 

may not provide an adequate income in retirement for most people and that strategies 
need to be identified to address the shortfall; 

• The current taxation treatment of superannuation produces some inequities which need 
to be addressed; 

• The relationship between superannuation and the age pension and other social security 
measures could be better integrated; and 

• The superannuation system in Australia is very complex, not easily understood and 
requires simplification. 

Senator Watson said that:  ‘The Committee has made a number of recommendations for 
reform to the superannuation system and related areas. If implemented, the Committee 
considers that they will assist in improving standards of living in retirement, reduce budget 
outlays in the longer term, and instil greater confidence in superannuation as a retirement 
savings vehicle.’ 
 
A list of Recommendations and an Executive Summary are attached. 
 
For further details, contact: 
For comment:   Senator John Watson, Chair 02 6277 3686 
For information:  Sue Morton, Secretary 02 6277 3433 
Email:    super.sen@aph.gov.au 
Website:   www.aph.gov.au/senate_super 
12 December  2002 

mailto:super.sen@aph.gov.au
http://www.aph.gov.au/senate_super
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Recommendations 

Identifying and quantifying adequacy 

1. The Committee recommends that the Government announce a clear 
statement of objectives for Australia’s retirement incomes system, 
including target retirement incomes for representative groups. (para 2.19) 

2. The Committee recommends that, having established the objectives or 
goals, the Treasury convene a panel of key stakeholders to identify, and 
where possible recommend, common modelling assumptions and 
techniques for projecting retirement incomes. (para 2.75) 

Closing the adequacy gap 

3. The Committee recommends that the Government: 

• extend the co-contribution concept by raising the threshold to 
people on average earnings, and improving the coverage to lower to 
middle income earners; 

• remove the work test for making voluntary contributions for those 
under age 75; and 

• permit the contribution of any non superannuation asset to 
superannuation income stream products, providing that, as far as 
possible, there are no adverse tax or age pension means test 
consequences. (para 3.41) 

Other adequacy issues 

4. The Committee recommends: 

• examining the option of extending to the self-employed a framework 
for making superannuation contributions, with tax treatment 
similar to that which applies to employees making contributions; 
and  

• examining the removal of the $450 earnings threshold for SG 
contributions. (para 6.46) 

Equity and tax concessions 

5. The Committee recommends that, together with industry, the Government 
conduct a review of the appropriate benchmark for measuring the impact 
of superannuation tax concessions. (para 7.31) 
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6. The majority of the Committee recommends that, in the long term, the 
superannuation contributions tax be gradually removed and replaced with 
a new approach to taxing end benefits. (para 8.33) 

7. The Committee recommends that, until such time as the taxation regime 
has moved to back-end taxes, which would ultimately enable Maximum 
Deductible Contribution limits (MDCs) to be removed, the Government 
review the scale of the annual MDC limits. (para 8.66) 

Surcharge 

8. The majority of the Committee recommends that, as part of a policy to 
move towards a more equitable system of end-benefit taxation, the 
surcharge be gradually removed in the long term (given the revenue 
implications this may be achieved through a staged reduction). (para 9.28) 

9. The Committee recommends that: 

• a surcharge cap of the maximum rate of surcharge (currently 15 per 
cent) be implemented for members of private sector defined benefit 
funds; and 

• the burden of administering the surcharge be transferred from 
superannuation funds to the Australian Taxation Office. (para 9.29) 

Whole of life equity measures 

10. The Committee recommends that: 

• the current Reasonable Benefit Limits (RBLs) be retained, but that 
the annual indexation applicable to RBL thresholds be limited (para 
10.12); 

• the lump sum tax free threshold be gradually reduced to the annual 
equivalent of average weekly ordinary time earnings (AWOTE) and 
maintained at that level; and 

• lump sum taxes on amounts in excess of the thresholds be gradually 
adjusted in line with the tax rate applicable to income streams. 
(para 10.24) 

Health and aged care 
11. The Committee recommends that the Government consider proposals by 

which the superannuation system could be used to help meet health care 
costs in Australia, including dental health costs, which are expected to 
increase significantly in the next four decades. (para 11.62) 

Income support 

12. The Committee recommends that the Government: 
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• continue to strive for universal and adequate superannuation 
coverage, with a focus on low and middle income earners (para 
12.31); 

• review the current arrangements for access to the Commonwealth 
Seniors Health Card scheme to ensure that it focuses on those in 
greatest need (para 12.47); 

• examine options to encourage older workers to remain in the 
workforce beyond the superannuation preservation age, 
particularly on a part-time basis (para 12.67); 

• monitor the uptake of complying annuities, to ensure that the 
restrictions imposed do not inhibit the attractiveness of complying 
annuities;  

• consider the appropriateness of the current minimum draw-down 
limits for allocated annuities;  

• develop a standard set of rules applying to income streams (para 
12.103); and 

• examine options by which those who wish to could draw an income 
stream from their owner-occupied housing assets for retirement 
income purposes, including health and aged care expenses. (para 
12.115) 

Simplifying the superannuation system 

13. The Committee recommends that more resources be allocated by 
Government agencies to assist people to prepare for retirement. (para 
13.52) 

14. The Committee recommends that the Government consider the matters 
raised in this report in order to identify ways to make the superannuation 
system less complex and more comprehensible to the Australian people. 
(para 13.55) 

Other issues 

15. The Committee recommends that, as means of increasing national savings 
and reducing the temptation for people to accumulate debt which is repaid 
with superannuation on retirement, the Government examine the 
introduction of a tax preferred medium to long-term savings vehicle which 
could be accessed prior to retirement for purposes such as: 

• health; 
• savings for a home deposit; and  
• education. (para 14.13) 
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16. The Committee recommends that the Government consider indexing 
Commonwealth funded superannuation benefits to Male Total Average 
Weekly Earnings (MTAWE) or the Consumer Price Index (CPI), 
whichever is the higher, in order that recipients share in the increases in 
living standards enjoyed by the wider community. (para 14.28) 
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Executive Summary 

Adequacy 
Identifying and quantifying adequacy 

1.1 The Committee found that there is a need to define the meaning of the term 
‘adequacy’ of superannuation. In particular, there is a need to establish clearly 
articulated objectives for Australia’s retirement incomes system, which include targets 
for representative groups of Australians. 

1.2 In order to provide an adequate standard of living in retirement, the 
Committee notes the high degree of consensus expressed by witnesses at the 
roundtable that the desirable target for a person on average earnings is a replacement 
rate of 70-80 per cent of pre-retirement expenditure (which equates to approximately 
60-65 per cent of gross pre-retirement income), a target which would need to be 
higher for those on less than average weekly earnings, and lower for those on high 
incomes. 

1.3 The Committee found that, should this replacement rate be accepted, the 
available modelling shows that the current arrangements are unlikely to deliver these 
outcomes, and that other strategies are required to address the anticipated shortfall. 

Closing the adequacy gap  

1.4 The Committee considers that strategies to close the adequacy gap include 
more incentives for voluntary contributions, including expanding the government co-
contribution concept by raising the threshold and improving coverage to lower to 
middle income earners, and widening access to superannuation as a savings vehicle by 
removing the work test for making voluntary contributions, lowering front-end taxes 
in the long term, providing a cost-effective savings vehicle, and permitting 
contribution of non superannuation assets to superannuation. 

1.5 The Committee considered the evidence in favour of additional compulsory 
contributions by either employers or employees, but concluded that these could not be 
supported in the current economic climate. 

Factors inhibiting adequacy 

1.6 The Committee noted that a number of factors inhibit the effectiveness of the 
current contributions in delivering adequate retirement incomes, including the impact 
of front-end taxes, the impact of fees and charges and the impact of rising household 
debt. 

1.7 Although the Committee received no compelling suggestions on how the 
revenue shortfall could be addressed if front-end taxes were removed or reduced, the 
Committee favours a gradual move away from front-end taxes. The Committee also 
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re-emphasises the importance of transparent disclosure up front of fees and charges, 
and notes that there is a need to monitor the relationship between the effect of 
household debt and the ability of people to save for retirement. 

Baby boomers 

1.8 Given that the compulsory superannuation scheme has only been in operation 
since 1992, the Committee notes that most baby boomers will not have the benefit of a 
full working life under the compulsory superannuation system and, other savings 
aside, that their incomes in retirement are likely to fall well short of the consensus 
target level of 70-80 per cent of pre-retirement expenditure (approximately 60-65 per 
cent of gross pre-retirement income). The Committee considers that a number of its 
recommendations for change which apply to the wider community will also assist 
baby boomers to achieve an adequate income in retirement. 

Other adequacy issues 

1.9 The Committee notes that there are a number of arrangements which could 
impact on the adequacy of individuals’ or groups’ retirement incomes. These include: 

• arrangements for the self-employed; 
• member protection arrangements; and 
• the $450 SG earnings threshold. 
1.10 The Committee has identified in this report a number of strategies to assist 
people affected by these measures to improve the adequacy of their income in 
retirement, including examining the option of extending to the self-employed the same 
contribution arrangements that apply to employees and examining the removal of the 
$450 earnings threshold. 

1.11 The Committee has also identified strategies to assist women and others with 
broken work patterns, to achieve an adequate income in retirement. 

Equity 
1.12 The Committee found that the current taxation arrangements applying to 
superannuation are not delivering equity to all Australians because of flat rate 
contributions and earnings taxes and end benefit taxes that encourage lump sums.  

1.13 The Committee considers that equity in the superannuation system is best 
achieved through a whole of life approach to taxation concessions. The Committee 
suggests that, together with industry, the Government undertake a review of the 
appropriate benchmark for determining and measuring the impact of superannuation 
taxation concessions. 

1.14 The Committee prefers to gradually move the taxation of superannuation 
away from the accumulation phase, that is at the front-end, in favour of end benefit 
taxation. However, not all members of the Committee are attracted to the suggestion 
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of providing front-end rebates on individual contributions. Instead, the majority of the 
Committee prefers phasing out the contributions tax in the long term. 

1.15 The Committee considers that by implementing the measures outlined in this 
report, there is scope to improve the ability of individuals, such as women and others 
with broken working patterns and baby boomers, to increase their retirement incomes.  

1.16 The Committee considers that the surcharge is an inefficient tax which is 
costly to administer. It causes serious inequities for members of defined benefit funds. 
It also imposes costs on all members, irrespective of whether they are liable to pay the 
surcharge or not. For this reason, the Committee would prefer to transfer the 
administration of the surcharge to the ATO and to introduce a maximum 15 per cent 
cap on employer financed benefits in all defined benefit fund schemes. 

1.17 In the context of the Committee’s preference to remove or reduce 
superannuation taxes during the accumulation phase, the Committee considers that 
lump sum benefit taxes should be adjusted in order to provide for equity through the 
progressive tax system and to replace revenue lost through any reduction in front-end 
taxes. 

1.18 In addition, the Committee considers that, while the current RBLs should be 
retained, the annual indexation applicable to the RBL thresholds should be limited. 

Integration 
1.19 The Committee found that Australia’s public and private health and aged care 
system is well regarded, but, in the light of projected expenditure identified in the 
Intergenerational Report and other reports published in the last decade, the system 
faces significant challenges in the future as Australia’s population ages.  

1.20 The Committee believes that the Government could consider a number of 
strategies to address these challenges, including: 

• identifying ways to make savings in health care costs, through further 
examination of options such as voluntary heath insurance through 
superannuation protocols; and 

• monitoring community and residential aged care programs to ensure their 
effectiveness and sustainability. 

1.21 The Committee notes that Australia has a modest universal age pension 
system which includes targeting through the assets and incomes tests. The Committee 
also notes that the costs associated with the system are expected to increase in the 
future, and that strategies need to be identified to deal with this anticipated 
development. 

1.22 To address this, the Committee believes that there are a number of initiatives 
that the Government could undertake to enhance integration of the three pillars of the 
retirement income support system in Australia: compulsory employer SG 
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contributions, voluntary superannuation, and social security measures.  Specifically, 
as discussed in this chapter, the Committee believes the Government should: 

• continue to strive for universal and adequate superannuation coverage, with a 
focus on assisting those who face the greatest challenges in achieving an 
adequate retirement income – the low and middle income earners; 

• review current arrangements for access to the Commonwealth Seniors Health 
Card scheme to ensure that it focuses on those in greatest need of Government 
support; 

• explore options to encourage workers to remain in the workforce beyond the 
current superannuation preservation age;  

• monitor the uptake of complying annuities, to ensure that they offer an attractive 
investment option for retirees; 

• consider the appropriateness of the current minimum draw-down limits for 
allocated annuities; 

• develop a standard set of rules applying to income streams; and 
• develop means by which those who wish to could draw an income stream from 

their owner-occupied housing assets for retirement income purposes, including 
health and aged care expenses. 

Simplicity 
1.23 The Committee accepts that there are some real and perceived complexities in 
Australia’s superannuation system which need to be addressed in order to streamline 
the operation of the system and improve individual’s understanding of their 
entitlements. 

1.24 Some of these complexities include: 

• the ongoing amendments to the legislative framework, specifically relating to 
transitional arrangements for older workers, the preservation age of benefits, and 
the tax and social security consequences of either cashing out, rolling over or 
purchasing a retirement income product; 

• the ‘grandfathering’ of taxation provisions for superannuation when calculating 
superannuation entitlements; 

• the arrangements governing who could make a contribution to a superannuation 
fund (i.e. the work test for making voluntary contributions); 

• the proliferation and loss of monies in superannuation fund accounts; and  
• the lack of understanding of superannuation in the Australian population 

generally. 

1.25 The Committee has recommended that the Government consider the matters 
raised in this report in order to identify ways to make the superannuation system less 
complex and more comprehensible to the Australian people.  
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1.26 The Committee considers that the implementation of its major 
recommendations in Part III – Equity, together with the suggestions for simplifying 
the system in Part IV – Simplicity, would significantly reduce the complexity of the 
superannuation system, enhance member understanding, and assist with the efficient 
administration of superannuation funds.  

Other issues 
1.27 The Committee notes that, in order to improve the safety of superannuation, 
the Government has recently announced the requirement for all trustees of APRA 
regulated superannuation funds to obtain a superannuation trustee licence and has 
proposed a number of other measures designed to provide greater protection of 
employee retirement savings.  

1.28 While the Government’s initiative is to be commended, the Committee 
considers that there are some other issues which the Government should consider in a 
timely manner to ensure that people have confidence in the superannuation system and 
that they have adequate savings and incomes in retirement. These include: 

• developing alternative savings vehicles, to maximise the potential for increasing 
national savings and to assist long-term savings for purposes such as health, 
housing and education;  

• considering indexing Commonwealth funds superannuation benefits to the CPI 
or MTAWE, whichever is the higher, to maintain parity with community living 
standards for Commonwealth public sector and defence force retirees and 
considering linking the preserved benefit to the fund earning rate, rather than the 
CPI. 

1.29 Finally, as some of the matters raised in the report have the potential for 
significant impacts on the budget, the recommendations would have to be viewed in 
the light of the budget position at the time. 
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